


What does the Conservative-Liberal Democrat coalition
agreement include?

By the time you read this article, the
budget will have been published. However,
it might be a good idea just to reflect upon
the broader objectives of the coalition and
here is a quick overview.

The new government released an
agreement which outlines its key policies.
So what does everyone make of it? Some
have said it is a watered-down Conservative
manifesto whereas others think that it is
more progressive than Labour’s plan.

Whilst a number of factors are being
discussed, we give you a quick overview of
the tax changes that are being considered.

The parties agree that the personal allow-
ance for income tax should be increased to
£10,000 over the longer term to help lower
and middle-income earners.

How will this be paid for?

The parties are considering taxing capital
gains at the same or similar rates as income.
There will be exemptions for business
owners. Hopefully, the detailed agreement
will also include some sort of adjustment
for inflationary reliefs.

Estate Planning

One thing is for sure; taxes, and especially
capital taxes, will not fall in the next five
years! Although it is a dream of the Tories
to reduce taxes on death, it is certainly not
for the LibDems. So with that in mind, the
purpose of this article is to remind you of
the simple things you can do in your
lifetime so as to lessen your taxable estate
on your death.

Do you have surplus capital; that is, capital
that you are unlikely to ever need to call
upon?

Every individual has an annual exemption of
£3000 they can give away without incurring
any immediate or potential taxes. Though
this may appear small, they will build up over
time and will save considerable tax. Ideal
uses for this would be gifts to children at
Christmas or birthdays.

The Labour Party’s proposed 1% increase
in national insurance contributions will also
help to pay for the personal allowance
increase. The employers’ national insurance
threshold will be increased to reduce the
impact of the national insurance rise on
employer contributions.

The government will make further stepped
increases to the personal allowance each
year to reach their objective of a £10,000
personal allowance. These increases will be
funded from adjustments in airline taxes.

Other changes include ending so-called
compulsory annuitisation at age 75
and considering increases to the state
pension age sooner than planned - both
Conservative manifesto pledges.

The basic pension will also be relinked to the
better of earnings, prices and 2.5% from April
2011 - a Liberal Democrat manifesto pledge.

The ‘default retirement age’ of 65 will also
become history. Currently age discrimination
legislation permits employers to dismiss
employees at 65 on grounds of retirement,
but this has been increasingly under threat
of a successful legal challenge.

In addition to the annual exemption you
can make unlimited small gifts, known as the
small gift exemption, of £250 to any number
of people. Gifts of this sum to each
grandchild at Christmas, for example.

You can also make gifts in consideration of
marriage/civil partnership. The allowable size
of these gifts depends on your relationship
to the parties and starts at £5,000 for parents
down to £1,000 for non-related parties.

Then there are gifts which can be of
unlimited size, as follows:

+ To UK charities

- Qualifying political parties (in a nutshell,
those with at least one MP)

- Gifts for national purposes - such as
museums and universities

« and of course - to your spouse or civil
partner.

Do you have surplus income?
There is no limit to the amount of income
you can give away provided that:

Before the election, there were discussions
around a reduction in the higher rate of
corporation tax from 28% to 25% and the
small company rate from 21% to 20%. The
final coalition agreement promises a review
of small business taxation and a reform of
the corporate tax system resulting in
reduced headline rates.

At present there appears to be no
discussion on making any changes to
inheritance tax. And the Conservative’s
proposed £1 million nil rate band also
appears to have been deferred in favour
of increasing the personal allowance.

The Government will also support the
pensions industry and businesses with auto
enrolment - the only official mention so far of
matters related to NEST and Pension Reform.

More radically, the Government promises
to explore options for increasing flexibility
(and hence incentives to save) by allowing
people early access to some of their personal
pension fund. And there will be a review of
the taxation of non-UK domiciled individuals.

For further information please email
enormanwalker@menzieswm.co.uk

- It is part of normal expenditure (ie
habitual)

- taking one year with another it can be
seen to have been taken out of income

- After the gifts has been made, there is
sufficient income left to maintain the
donor’s usual standard of living without
having recourse to capital.

Income can be, amongst other things,
pension income, interest from savings,
dividends or remuneration. It can also be
non-cash items such as jewellery provided
these were purchased out of income.

So, even before you consider trusts,
exempt investment portfolios, life assurance
or complex arrangements, consider those
things which you can do at no cost at all.

If you would like to investigate tax
efficient investment then please email
cellis@menzieswm.co.uk
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The views stated within the document do not constitute advice, are for guidance purposes only, and are based on our understanding of current legislation, which is subject to change. Actual personal taxation will depend
on individual circumstances. Past performance is not a guide to future performance and the value of your investments can fall as well as rise. The FSA do not regulate taxation and trust advice, or some types of mortgage.
No responsibility can be accepted by Menzies Wealth Management Limited for any loss from acting or refraining from acting as a result of any material in this publication
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